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OATH OR AFFIRMATION

I, Michael Palumbo, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
st‘atement and supporting schedules pertaining to the firm of Third Millennium Trading, LLC, as of
December 31, 2005, are true and correct. I further swear (or affirm) that neither the company nor any partner,
propnetor principal officer or director has any proprietary interest in any account classified solely as that of a
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REBECCA ANN KAY
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his report ** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audlted and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) Independent Auditor’s Report on Internal Control
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*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




Contents

Independent Auditor's Report 1
Financial Statement
Statement of Financial Condition 2

Notes to Statement of Financial Condition




McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

To the Members
Third Millennium Trading, LLC
Chicago, lllinois

We have audited the accompanying statement of financial condition of Third Millennium Trading, LLC as of
December 31, 2005, that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. This
financial statement is the responsibility of the Company's management. Our responsibility is to express an opinion
on this stateme nt of financial condition based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
statement of financial condition is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

in our opinion, the stateme nt of financial condition referred to above present fairly, in all material respects, the
financial position of Third Millennium Trading, LLC as of December 31, 2005, in conformity with accounting principles

generally accepted in the United States of America.
/’?M / o rig P

Chicago, linois
February 24, 2006

McGladrey & Pullen, LLP is a member firm of RSM Intemnational -
an affiliation of separate and independent legal entities.




Third Millennium Trading, LLC

Statement of Financial Condition
December 31, 2005

Assets

Securities owned, at market value
investment in affiliate
Other assets
Total assets
Liabilities and Members' Capital
Liabilities
Payable to broker-dealers, net
Securities sold, not yet purchased, at market value
Accounts payable, accrued expenses and other liabilities

Members' Capital

Total liabilities and members' capital

The accompanying notes are an integral part of this statement of financial condition.

591,227,107
15,063,560
61,963

606,352,630

90,927,489
474,592,264
304,000

565,823,753

40,528,877

606,352,630




Third Millennium Trading, LLC

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies

Nature of business: Third Millennium Trading, LLC {the “Company”) was formed on February 8, 2000, and
commenced operations on January 1, 2002. The Company is registered as a broker-dealer under the Securities
Exchange Act of 1934. The Company's primary business operation is conducting proprietary trading of securities
and equity options. The Company's principal operations are located in Chicago, Hiinois. The Company's securities
transactions are cleared through PAX Division of Merrill Lynch Professional Clearing Corporation (Pax).

Use of estimates: The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Investment in affiliate: The Company accounts for its investment in affiliate using the equity method of accounting
under which the net income (loss) df the limited liability company is recognized in the Company’s statement of
operations and added to (deductedifrom) the investment account and distributions are treated as a reduction of the
investment account.

Revenue recognition: Securities transactions and related income and expenses are recorded on the trade date
basis. Net trading gains (losses) include realized and unrealized trading gains and losses, interest income, interest
expense, dividend income and dividend expense.

Securities fransactions: Securities owned and securities sold, not yet purchased are recorded at market value, with
unrealized gains and losses reflected in net trading income.

Amounts receivable and payable or securities transactions that have not reached their contractual settiement date
are recorded net on the statement of financial condition.

Income taxes: The Company is an lllinois limited liability company and is not subject to federal income tax. The
Company's members individually are required to file federal and state income tax returns recognizing their allocable
portion of the Company's taxable income.

Note 2. Securities Owned and Securities Soid, Not Yet Purchased

Securities owned and securities sold, not yet purchased, are comprised of:

Sold
Not Yet
Owned Purchased
Equity securities ! $ 433,687,778 § 253,917,171
Listed equity options and warrants 157,539,329 220,675,093

$ 591227107 _§ 474,592,264




Third Millennium Trading, LLC

Notes to Statement of Financial Condition

Note 3. Investment in Affiliate

Investment in affiliate represents aniinvestment in a limited liability company whose primary business purpose is to
conduct proprietary trading of securities, options and exchange-traded futures in the United States and Europe. At
December 31, 2005, the approximate net assets of the affiliated limited liability company amounted to $96 million.

Note 4. Employee Benefits

The Company has a 401(k) plan covering substantially all employees who meet eligibility requirements. Participants
may elect to defer a percentage of their annual compensation up to limits established by the Internal Revenue
Service. The Company does not match any of the employees’ deferral.

Note 5. Financial Instruments with Off Balance Sheet Risk

In the nommal course of business, the Company enters into transactions in financial instruments with varying degrees
of market and credit risk. These financial instruments consist primarily of equity securities and their derivatives.
Derivatives include options on equities and indices. Trading of these financial instruments is conducted on securities
and futures exchanges throughout the United States. Settlement of these transactions takes place in the United
States through clearing brokers utilized by the Company. These instruments involve elements of market and credit
risk that may exceed the amounts reflected in the statem ent of financial condition.

Various factors affect the market risk of these transactions; among them are the size and composition of the positions
held, the absolute and relative levels of interest rates and market volatility. Also, the time period in which options
may be exercised, the market value of the underlying instrument, and the exercise price affect market risk. The most
significant factor influencing the Company’s overall exposure to market risk is its use of hedging strategies.

Equity derivatives held, such as options on common stock, provide the Company with the opportunity to deliver or to
take delivery of specified securities at a contracted price. Options written on common stock obligate the Company to
deliver or to take delivery of securities at a contracted price in the event the option is exercised by the holder and
may result in market risk not reflected in the statement of financial condition to the extent that the Company is
obligated to purchase or sell the underlying securities in the open market. To minimize these risks, the Company
generally holds or sells short the underlying instrument, which can be used to settle these fransactions.

Securities sold, not yet purchased, represent obligations of the Company to deliver specific securities at the
contracted prices and thereby create a liability to purchase the securities in the open market at prevailing prices.
These transactions may result in market risk not reflected in the statement of financial condition as the Company's
ultimate obligation to satisfy its obligation for trading liabilities may exceed the amount reflected in the statement of
financial condition. To minimize this risk, the Company generally holds equity securities which can be used to settle
these obligations. ‘

Since the Company does not clear its own securities and futures transactions, it has established accounts with
clearing brokers for this purpose. This can and often does result in a concentration of credit risk with these firms.

Such risk, however, is mitigated by each clearing broker’s obligation to comply with rules and regulations of the
Securities and Exchange Commission (SEC).



Third Millennium Trading, LLC

Notes to Statement of Financial Condition

Note 5. Financial Instruments with Off Balance Sheet Risk (Continued)

As a securities broker-dealer, a substantial portion of the Company's transactions are collateralized. The Company's
exposure to credit risk associated with nonperformance in fulfilling contractual obligations pursuant to securities
transactions can be directly impacted by volatile trading markets which may impair traders’ and/or counterparties'
abilities to satisfy their obligations to the Company. The Company controls its exposure to credit risk by continually
monitoring its traders’ positions, and where deemed necessary, the Company may require a deposit of additional
collateral and/or a reduction or diversification of positions.

Note 6. Regulatory Requirements

The Company is subject to the SEC uniform net capital rule (SEC rule 15¢3-1), which requires the maintenance of
minimum net capital and requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 1510 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn if the resulting net capital ratio
would exceed 10 to 1. At December 31, 2005, the Company had net capital and net capital requirements of
$21,197,952 and $100,000, respectively. The Company's net capital ratio was 0.01 to 1 at December 31, 2005.

Although the Company is not exempt from SEC rule 15¢3-3, it does not transact business in securities with or for
customers and it does not carry margin accounts, current balances for any person defined as a customer under rule
17a-5(c)(4). ‘




McGladrey & Pullen

Certified Public Accountants

Third Millennium Trading, LLC

Statement of Financial Condition Report
December 31, 2005

Filed as Public Information Pursuant to Rule 17a-5(d) Under the Securities Exchange Act of 1934.

McGladrey & Pullen, LLP is a member firm of RSM International ~
an affiliation of separate and independent legal entities.




